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11.  (C)  Summary:  The  global  financial  crisis  has  slowed 

Peru's  strong  growth.  While  2008  closed  with  growth  at  over 
9%,  estimates  for  2009  have  continued  to  undergo  downward 
revision  to  about  5.5%.  Peru's  dependence  on  metals  exports 
has  resulted  in  mixed  effects.  The  sharp  fall  of  base  metals 
prices  in  the  second  half  of  2008  cut  export  earnings 
drastically.  Nevertheless,  the  country  has  benefited  from 
the  renewed  strength  of  gold  and  the  relative  stability  of 
copper  prices  at  profitable  levels.  The  Lima  Stock  Market 
went  from  being  the  world's  most  profitable  in  2006  to  having 
the  region's  worst  performance  in  2008.  Peru's  banking 
sector  has  not  suffered  drastically  from  the  crisis.  The  key 
future  effects  may  be  political.  The  decline  in  poverty 
rates  will  likely  slow,  and  the  marginal  sectors  of  society 
may  be  more  susceptible  to  arguments  against  the  liberal 
economic  model.  The  government  is  attempting  to  respond  with 
a $3.3  billion  stimulus  package  and  accelerating 
diversification  of  trade  relationships.  End  summary. 

V2 . (U)  This  responds  to  ref tel  C request  for  additional 

reporting  on  the  effects  of  the  financial  crisis. 

_5_3 . (U)  As  September  2008  began,  Peru  was  enjoying  its 

seventh  year  of  strong  growth,  with  expectations  of  10% 
growth  for  the  year.  Per-capita  GDP  was  rising  steadily, 
with  2008  estimates  of  $4,610  representing  an  increase  of 
over  $1,300  from  2006  figures.  The  poverty  rate  had  dropped 
steadily  from  54%  in  2001  to  39%  in  2007.  Precious  and  base 
metals,  high-end  agricultural  products  and  textiles  fueled 
strong  export  earnings.  In  2007,  Peru  had  its  ninth  straight 
year  with  a positive  balance  of  trade  and  had  built  reserves 
of  $35  billion.  Standard  and  Poor's  and  Fitch  granted  Peru 
investment  grade  ratings.  The  only  cloud  on  the  horizon  was 
inflation;  in  the  context  of  such  rapid  economic  expansion, 
projections  were  for  a 2008  inflation  rate  of  over  6%  — well 
over  targets  of  2-3%. 

11_4 . (U)  The  international  shocks  that  started  in  September 

have  naturally  had  an  effect  on  Peru's  economic  performance. 
Growth  in  2008  should  still  exceed  9%,  but  projections  for 
growth  in  2009  have  been  subject  to  steady  downward 
revisions,  with  the  latest  figures  holding  at  about  5.5%  for 
the  coming  year.  The  fall  of  base  metals  prices  to  levels 
they  saw  three  years  ago  cut  into  export  earnings,  as  did  the 
sudden  weakening  of  U.S.  demand  for  Peruvian  asparagus  and 
textiles.  Peruvian  exports  to  the  U.S.  still  grew,  but 
Peru's  trade  balance  with  the  U.S.  probably  registered  a 


modest  deficit  in  2008.  Some  new  investments  in  the  mining 
sector  went  on  hold,  and  shares  of  profits  that  mining 
companies  provide  to  regional  governments  have  shrunk.  The 
small  Lima  Stock  Market,  comprised  mostly  of  mining 
companies,  lost  most  of  the  value  it  had  built  during  a 
two-year  spike,  dropping  64%  of  its  value  in  2008.  This  took 
it  from  a position  as  the  world's  most  profitable  market  to 
that  of  being  the  region's  worst  performer.  The  other  side 
of  the  coin:  inflation  has  dropped  and  should  register  3.5% 

in  2009.  Reduced  fuel  prices  have  also  decreased  costs. 

1[5 . (U)  Peru  has  not  experienced  the  severe  negative 

financial  effects  that  have  plagued  other  countries  in  the 
region.  Banks  did  not  have  great  exposure  to  U.S.  and 
European  financial  markets,  and  Peruvian  financial 
institutions  have  not  suffered  collapses.  Peru's  mining 
companies  have  been  in  business  for  many  years  and  were 
profitable  at  pre-2005  prices.  Therefore,  while  current  base 
metal  prices  represent  a decline  in  profits  from  the  heady 
days  of  the  past  three  years,  earnings  still  outpace 
production  costs.  Peru  is  a major  exporter  of  gold  and 
silver.  The  prices  of  both  of  these  metals  are  down  from 
spikes  in  the  first  half  of  2008,  but  both  have  recovered 
strength  recently.  Gold  is  liable  to  benefit  from  its  status 
as  a haven  during  the  global  downturn. 

1[6 . (C)  Peru's  problem  is  less  a matter  of  macro-economic 

factors  than  one  of  addressing  the  expectations  of  the  sector 
of  society  that  remains  on  the  margins.  If  slower  growth 
means  that  poor  people  fail  to  see  the  improvements  that  they 
expect,  then  those  people  could  become  even  more  susceptible 
to  populist  political  arguments.  As  we  noted  in  reftel  B, 
this  can  have  an  impact  on  the  political  consensus  that 
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underlies  the  pragmatic  economic  policies  the  past  several 
government  have  pursued.  With  a presidential  election  coming 
up  in  2011,  the  continuation  of  the  responsible  economic 
policies  of  the  past  several  years  is  potentially  at  stake. 

1.7 . (U)  Peru  has  responded  with  both  internal  and  external 
policy  measures.  In  December,  the  government  announced  a 
$3.3  billion  stimulus  package  (reftel  A).  This  amounts  to 
about  2.47%  of  the  country's  GDP.  In  addition  to  injecting 
money  into  the  economy,  a further  goal  of  the  package  is  to 
provide  direct  assistance  to  the  poor.  The  money  comes  from 
off-budget  reserve  funds.  The  intention  is  to  start 
disbursements  toward  projects  in  the  first  quarter  of  CY 
2009,  counteracting  the  seasonal  lull  in  government 
expenditures.  Half  the  money  will  go  toward  infrastructure 
projects  and  other  government  projects  that  the  2009  budget 
did  not  cover.  In  addition,  a billion  dollars  — one-third 
of  the  new  funds  — will  go  directly  to  the  construction 
sector.  Other  areas  of  emphasis  are  small  and  medium 
enterprises,  the  export  sector,  and  direct  assistance  to 
workers  and  to  the  poor. 

1.8 . (U)  Another  policy  response  is  diversification  of  trade 
relationships.  The  U.S.  is  Peru's  largest  single  source  of 
both  imports  and  exports.  With  a weakening  of  the  U.S. 
market,  Peru  has  accelerated  moves  to  expand  trade  with 
Europe  and  Asia  through  a network  of  free  trade  agreements. 
Together  with  the  bilateral  U.S. -Peru  agreement,  these 
measures  will  reduce  tariffs  and  address  many  non-tariff 
barriers  to  trade. 
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